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Part A: Multiple Choice Questions 
Answer ALL questions on the Answer Sheet provided on page 5. 


EACH question is worth TWO (2) marks. 


1. Most economic models assume that: 

buyers have more information about the product they are buying than do sellers. 
b. buyers and sellers have the same amount of information about the product. 

c. buyers and sellers have too little information about the product. 

d. sellers have more information about the product they are selling than do buyers. 
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2. An example of a good that has non-exclusive benefits would be: 
a. alight house. 
b. cakes for sale at a bakery. 
c. toothpicks. 
d. houses. 


3. ‘Acompetitive market achieves economic efficiency by maximising the sum of consumer 
surplus and producer surplus.’ This statement is true: 
a. only if there are positive externalities in production in the market. 
b. only if there are no negative externalities in the market. 
c. in theory, but economic efficiency cannot be achieved in a real market. 
d. only if there are no positive or negative externalities in the market. 


4. What does a market supply curve reflect? 

External benefits of producing a good or service. 
Private costs of producing a good or service. 
External costs of producing a good or service. 
Social costs of producing a good or service. 
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5. Which of the following describes a ‘command and control’ approach in dealing with 

pollution reduction? 

a. The government imposes quantitative limits on the amount of pollution firms are 
allowed to generate. 

b. The government distributes information to consumers and producers on how to 
reduce pollution. 

c. The government uses subsidies to encourage firms to use new technology that 
reduces pollution. 

d. The government uses taxes in order to internalise the externalities caused by 
pollution. 


6. Offshoring is: 
a. when domestic workers are hired by a domestic firm to produce something sold 
exclusively in other countries. 
b. importing a manufactured good made by a foreign firm. 
c. when workers in a foreign country are hired by a domestic firm to produce something 
sold domestically. 
d. exporting a good or service to buyers in other countries. 
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7. 


10. 
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Which of the following is used to describe an ‘open’ economy? 
a. One that is open to technological ideas from other countries. 
b. One that is open to immigration from other countries. 

c. One that exports a small proportion of its output. 

d. One which has few or no barriers to international trade. 


Over the past several decades there has been a rapid growth in international trade. This 
growth has been due to all except one of the following factors. Which factor has not 
contributed to the growth of international trade? 

a. A favourable change in government policies. 

b. The spread of reliable communications. 

c. A reduction in shipping costs. 

d. An increase in the tariffs charged on many goods. 


Among the reasons some groups oppose globalisation is: 

a. because some groups believe globalisation tends to destroy distinctive cultures. 

b. because some groups are against foreign competition from producers with 
comparative advantages. 

c. All ofthese options are correct. 

d. because some believe that globalisation favours the more developed nations as the 
expense of the less developed ones. 


In economics, the term ‘dumping’ refers to: 

a. the loss associated with a tariff. 

b. foreign producers giving their products away free to gain customers. 

c. selling a product in another country at a price below the cost of production. 
d. giving up free trade, in essence, dumping it. 
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Part B: Short Answer Questions 
Answer ALL questions in the Answer Books provided. 
EACH question is worth TEN (10) marks. 


1. Use a diagram depicting a typical firm's cost curves to demonstrate the effect of a new 
technology on the firm’s production decision. Then use a diagram depicting market 
conditions to show how market price is affected by widespread adoption of the new 
technology by firms in the industry. 


2. Explain how the price elasticity of supply for farm land may be influential in observed high 
prices for farm land. 


3. Explain how a perfectly competitive firm decides whether to stay in business, shut down, 
or reopen once closed. Use one or more diagrams to illustrate your answer. 


4. Explain why countries engage in trade. Using the principles of comparative or absolute 
advantage, explain how a country benefits from trade as a result of specialisation. 


5. Explain why a tax levied on a product will usually raise the price to the consumer by an 
amount less than the total tax. What dictates the share of the tax that the consumer pays? 
Use one or more diagrams to illustrate your answer. 


6. Define the terms “adverse selection” and “moral hazard”. Explain how they affect 
insurance markets and describe mechanisms insurance firms use to avoid each of these 
problems. 


7. Explain how a monopoly makes its decisions on output, and how this differs from the case 
of a perfectly competitive firm. In the long run, explain how monopoly profits can be 
sustained while profits are eroded to “normal” levels for the perfectly competitive firm. Use 
one or more diagrams to illustrate your answer. 


8. Use the Production Possibility Frontier diagram to explain why points inside the frontier 
represent inefficient production, and why points on the frontier represent efficient 
production. 
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PART A 
MULTIPLE CHOICE ANSWER SHEET 


Please CIRCLE clearly the correct answer for each question. 


Question 
1. eae *be °ce ede 
2. eae “be °ce ede 
a. eae “be °ce ede 
4. eae “be °ce ede 
5. eae “be °ce ede 
6. eae “be °ce ede 
i eae *be °ce ede 
8. eae *be °ce ede 
9. eae “be °ce ede 
10. eae “be °ce ede 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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